AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 

PROVINCIAL LEGISLATURE AND THE COUNCIL ON KANNALAND MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Kannaland Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of 
comprehensive income, statement of changes in net assets and statement of cash flows for 
the year then ended, a summary of significant accounting policies and other explanatory 
information as set out on pages 5 to 32 and 37. 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required by 
the Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 
of 2003) (MFMA) and the Division of Revenue Act, 2009 (Act No. 12 of 2009) (DoRA). This 
responsibility includes: designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic South Africa, 1996 (Act No. 
108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility is to express an opinion on these financial statements based on my 
audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit Involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the municipality’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
municipality’s interna! control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 
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6. Paragraph 11 et seq. of the SA Standards of GRAP, GRAP1, Presentation of financial 
statements (GRAP 1) requires that financial reporting by entities shall provide information on 
whether resources were obtained and used in accordance with the legally adopted budget. 
As the budget reporting standard is not effective for this financial year, I have determined 
that my audit of any disclosures made by the municipality in this respect will be limited to 
reporting on non-compliance with this disclosure requirement 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my adverse audit opinion. 

Basis for adverse opinion 

Inventory 

8. There was no system of control over inventory on which I could rely for the purpose of my 
audit, and there were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all inventories were properly recorded. Consequently, I 
was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of inventory of R490 617 (2009: R109 860). 

Consumer debtors and other receivables 

9. The individually immaterial misstatements regarding consumer debtors and other 
receivables as disclosed in note 3 to the financial statements result in an aggregate 
misstatement of R1 053 825 in the current financial year. This misstatement largely consists 
of consumer debtors with credit balances of R653 786 which has not been reclassified as 
trade and other payables. Had the municipality correctly reclassified consumer debtors with 
credit balances, trade and other payables and consumer debtors and other receivables 
would have increased by R653 786 respectively. 

Other receivables 

10. Included in other receivables as disclosed in note 3 to the financial statements, is Value 
Added Taxation (VAT) saving on grant of R1 897 502 (2009: RO). GRAP 1 states that 
assets are resources controlled by the municipality as a result of past events and from which 
future economic benefits or service potential are expected to flow to the municipality. VAT 
saving on grant does not represent a refund due by the South African Revenue Services 
and is accordingly not an asset from which future economic benefits will flow. This amount 
should have been allocated against Unspent Conditional Grants as disclosed in note 15 to 
the financial statements. Had the VAT saving on grant been correctly classified, trade and 
other payables and other receivables would have decreased by R1 897 502 (2009: RO). 

Property, plant and equipment 

11. Standards of Generally Recognised Accounting Practice, GRAP 17, Property, plant and 
equipment (GRAP 17) requires that subsequent to initial recognition at cost, an item of 
property, plant and equipment should be carried at cost less accumulated depreciation and 
accumulated impairment losses. Depreciation for infrastructure, community assets and 
other assets as disclosed in note 9 to the financial statements, was not accurately provided 
for during the current and preceding financial year. Had depreciation been accurately 
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provided for, the carrying value at the end of the year for Property, plant and equipment 
would have decreased by R8 689 000 (2009; R3 998 137), and the depreciation would have 
increased by R4 690 863 (2009: R3 998 137). 

12. GRAP 17 states that the subsequent measurement of assets carried in accordance with the 
revaluation model shall be its revalued amount. The subsequent measurement of municipal 
property carried at revalued amounts was done inaccurately, as the fair value calculation 
was based on the incorrect information. Had the valuation of municipal property been based 
on the correct information the cost of property, plant and equipment would have increased 
by R20 548 391 (2009: R20 548 391). 

13. The separate values for land and buildings were not indicated on the latest valuation roll of 
the municipality. Consequently, I was unable to obtain sufficient appropriate audit evidence 
to satisfy myself as to the completeness and valuation of accumulated depreciation and 
impairment losses for municipal property of R928 450 (2009: R464 225) and thus the 
carrying value of R1 1 386 159 (2009: R11 850 384). 

14. As disclosed in note 1.6 to the financial statements, municipal property is carried in 
accordance with the revaluation model. GRAP 17 requires that if property, plant and 
equipment are stated at revalued amounts the following shall be disclosed: 

® the effective date of the revaluation, 

® whether an independent valuer was involved, 

• the methods and significant assumptions and techniques applied In estimating the items' 
fair value, 

® the carrying amount that would have been recognised had the asset been carried under 
the cost model for each class of revalued property, plant and equipment and 
® the revaluation surplus indicating the change for the period. 

The municipality did not disclose this information as required by GRAP 17. 

15. The municipality did not accrue for retentions in respect of capital under construction of 
R963 707. Had retentions had been accrued for, property, plant and equipment and trade 
and other payables would have increased by R963 707. 

16. GRAP 17 requires that subsequent to initial recognition at cost, an item of property, plant 
and equipment should be carried at cost less accumulated depreciation and accumulated 
impairment losses. The municipality did not impair property, plant and equipment that were 
no longer in a working condition. Had this been done, the carrying value of property, plant 
and equipment would have decreased by R940 119 and the impairment loss would have 
increased by R940 119. 

17. The other assets carrying value at year end of R5 286 004 (2009: R5 969 923), as disclosed 
in note 9 to the financial statements, does not reconcile to the carrying value at year end of 
R4 510 948 (2009: R5 517 745) per the underlying other asset register. The municipality 
could not substantiate or provide supporting documentation for the difference of R775 056 
(2009: R452 178) between the amount disclosed in the financial statements and the amount 
recorded in the underlying other assets register. Consequently, the property, plant and 
equipment is overstated by R775 056 (2009: R452 178). 
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18. Standards of Generally Recognised Accounting Practice, GRAP 3, Accounting policies, 
changes in accounting estimates and errors (GRAP 3) requires the disclosure of the nature 
and amount of the correction of error for each financial statement line item affected at the 
beginning of the earliest prior period presented. The municipality did not accurately disclose 
the correction of errors regarding the corresponding figure for property, plant and equipment 
in note 32 to the financial statements. Had the correction of errors in note 32 to the financial 
statements been accurately disclosed, the cumulative increase in the corresponding figure 
for property, plant and equipment would have been stated at R1 310 484 instead of 
R4 896 709 as currently disclosed In note 32 to the financial statements. 

Borrowings 

19. International Accounting Standard, IAS 39, Financial instruments: Recognition and 
measurement requires that after Initial recognition, borrowings should be measured at 
amortised cost using the effective interest method. The municipality did not measure its 
borrowings at amortised cost. Had borrowings been measured at amortised cost, non- 
current borrowings would have decreased by R619 102 (2009: R1 359 676) and the 
accumulated surplus would have increased by R619 102 (2009: R1 359 676). 

Provisions 

20. GRAP 1 states that a liability will only be classified as a current liability when it is expected 
to be settled within 12 months after the reporting date. The municipality established that the 
rehabilitation of landfill sites will not commence in the next financial year due to a lack of 
funds. A current provision for the rehabilitation of landfill sites of R750 000 (2009: R750 000) 
has been disclosed in note 13 to the financial statements. Had the municipality correctly 
applied the requirements of GRAP 1, the current provision would have decreased by R750 
000 (2009: R 750,000), while the non-current provision would have increased by the same 
amount. 

21. According to the Standard of Generally Recognised Accounting Practice, GRAP 19. 
Provisions, contingent liabilities and contingent assefs, a provision is a present obligation 
incurred as a consequence of past use. The estimated rehabilitation costs required to settle 
the municipality’s present obligation to restore the landfill sites is R2 109 651 (2009: 
R2 109 651). As indicated in note 13 to the financial statements the non-current provision for 
the rehabilitation of landfill sites amounts to R350 000 (2009: R350 000). Consequently, the 
non-current provision, as disclosed in note 13 to the financial statements, is understated by 
R1 759 651 (2009: R1 759 651), and accumulated surplus is overstated by R1 009 651 
(2009: R1 009 651). 

Trade and other payables 

22. GRAP 1 states that liabilities are present obligations of the municipality arising from past 
events, the settlement of which is expected to result in an outflow from the municipality of 
resources embodying economic benefits or service potential. The municipality disclosed 
unspent conditional grants of R12 249 239 (2009: R10 326 4580) in note 15 to the financial 
statements and grants and subsidies receivable of R2 837 750 (2009: R2 683 156) in note 4 
to the financial statements resulting in a net liability for unspent conditional grants of 
R9 41 1 489 (2009: R7 643 302). This net liability for unspent conditional grants of 
R9 41 1 489 (2009: R7 643 302) is however not supported by corresponding cash resources 
in the same amount. The municipality’s records did not permit the application of alternative 
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audit procedures regarding the amounts disclosed for unspent conditional grants. 
Consequently, 1 did not obtain sufficient appropriate audit evidence considered necessary to 
satisfy myself as to the existence and valuation of unspent conditional grants of R9 41 1 489 
(2009; R7 643 302). 

23. The municipality could not provide sufficient appropriate audit evidence to support 
government grants and subsidies receipts of R3 049 Oil. The unspent portion of these 
grants amounts to R979 503 and are included under trade and other payables as unspent 
conditional grants in note 15 to the financial statements. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness of 
unspent conditional grants of R979 503 included as part of trade and other payables. 

Accumulated surplus 

24. The municipality’s records did not permit the application of alternative procedures regarding 
the accumulated surplus corresponding balance of R237 257 181. This balance 
accumulated since the 2004 financial year for which financial statements were not submitted 
for audit purposes. This balance for the 2004 financial year, according to the corresponding 
figures per the 2005 financial statements, was reported as an accumulated loss of 
R10 279 103. Consequently, I did not obtain sufficient appropriate audit evidence 
considered necessary to satisfy myself as to the existence, completeness and valuation of 
the accumulated surplus balance of R234 641 834 (2009: R237 257 181). My audit report 
on the financial statements as of. and for the year ended 30 June 2009 was modified 
accordingly. 

Service charges 

25. The municipality did not recognise the bulk electricity charges during the current and 
preceding year in the period to which they relate in accordance with GRAP 1. Had these 
bulk electricity charges been recognised in the correct financial year service charges would 
have been increased by R1 952 048 (2009: R186 359), consumer debtors and other 
receivables would have been increased by R2 225 335 (2009: R212 484) and value added 
tax payable would have been increased by R273 287 (2009: R26 095). 

26. Included in general expenses is internally generated service charges for electricity and 
water of R1 079 272 (2009; R1 123 584). Standards of Generally Recognised Accounting 
Practice, GRAP 9, Revenue from exchange transactions states that revenue is the gross 
inflow of economic benefits or service potential during the reporting period when those 
inflows result in an increase in net assets, other than increases relating to contributions from 
owners and that revenue shall be measured at the fair value of the consideration received or 
receivable. Had internally generated service charges been correctly recognised and 
measured, service charges and general expenditure would have decreased by R1 079 272 
(2009: R1 123 584). 

27. GRAP 3 requires the disclosure of the nature and amount of the correction for each financial 
statement line item affected at the beginning of the earliest prior period presented. The 
restatement of the corresponding balance for service charges was not disclosed as a 
correction of error in note 32 to the financial statements. Had this been done, the disclosure 
in note 32 to the financial statements would have included a correction of error of 
R2 509 480 in this regard. 
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Government grants and subsidies 

28. GRAP 3 requires the disclosure of the nature and amount of the correction of an error for 
each financial statement line item affected at the beginning of the earliest prior period 
presented. Correction of errors regarding the restatement of the corresponding figure for 
government grants and subsidies of R2 31 1 577 was not disclosed in note 1 9 to the financial 
statements. 

Fines 

29. An estimate of revenue from spot fines and summonses based on past experience of 
amounts collected has not been recognised in accordance with accounting policy note 
1.11.2 to the financial statements. The past experience of spot fines and summonses 
collected was not available and therefore I could not make a reliable estimate of revenue 
from spot fines. Consequently, I was unable to satisfy myself as to the completeness of 
revenue from fines of R2 420 299 (2009; R1 939 401) and other receivables of R2 960 819 
{R2 811 346). 

Employee related costs 

30. Included in employee related costs as disclosed in note 21 to the financial statements are 
housing benefits and allowances of R2 118 041 (2009: R77 770). The municipality 
erroneously allocated compensation for councillors of R2 001 653 for the current year to 
housing benefits and allowances in note 21 to the financial statements. Had the municipality 
correctly disclose compensation for councillors, housing benefits and allowances in note 21 
to the financial statements would be stated at R116 388 (2009: R77 770). 

31. GRAP 3 requires the disclosure of the nature and amount of the correction of an error for 
each financial statement line item affected at the beginning of the earliest prior period 
presented. Correction of errors regarding the restatement of the corresponding figure for 
employee related costs of R1 870 946 was not disclosed in note 32 to the financial 
statements. 

32. The municipality did not make any disclosures regarding post employment benefits, as 
required by International Accounting Standard, IAS 19. Employee benefits, and are 
therefore, in contravention of the SA Standards of GRAP. 

33. The MFMA section 125(1)(c) requires the municipality to disclose in the notes to the 
financial statements, the pension and medical aid contributions, and whether any amount 
was outstanding at the end of the financial year. The municipality did not accurately disclose 
the pension and medical aid deductions and contributions in note 34.4 to the financial 
statements. Had the municipality accurately disclosed the pension and medical aid 
contributions, current year payroll deductions and council contributions would increase by 
R2 506 300 (2009: R2 200 546) and amount paid - current year would increase by 
R2 745 830 (2009: R2 204 805). 

Gain on fair value adjustment 

34. No supporting documentation was available for the gain on fair value adjustment 
corresponding figure of R186 308 218 as disclosed in the statement of financial 
performance to the financial statements. Consequently, 1 was unable to obtain sufficient 
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appropriate audit evidence to satisfy myself as to the occurrence, completeness, and 
accuracy of the corresponding figure of R186 308 218 regarding the gain on the fair value 
adjustment. 

Commitments 

35. GRAP 1 requires that unrecognised contractual commitments be disclosed as part of the 
notes to the financial statements. The municipality did not disclose any commitments in the 
notes to the financial statements. Had the unrecognised contractual commitments been 
appropriately disclosed, commitments of R14 147 604 would have been disclosed in the 
notes to the financial statements. 

Financial Instruments 

36. International Financial Reporting Standard, IFRS 7 (IFRS 7), Financial instruments: 
Disclosures requires disclosure of Information by the municipality that would enable users of 
its financial statements to evaluate the significance of financial instruments for its financial 
position and performance by class of financial instrument and disclosure of information that 
would enable users of its financial statements to evaluate the nature and extent of risks 
arising from financial instruments to which the municipality is exposed at the reporting date. 
The municipality did not make any disclosures regarding financial instruments, as required 
by IFRS 7. 

Irregular expenditure 

37. The municipality did not disclose expenditure of R609 948 incurred in contravention of the 
Supply Chain Management policy and legislation as irregular expenditure in the notes to the 
financial statements as required by section 125(2)(d) of the MFMA. 

Unauthorised expenditure 

38. The MFMA section 125(2)(d) requires that the municipality must disclose in the notes to the 
financial statements, any material unauthorised expenditure that occurred during the 
financial year. Section 1 of the MFMA furthermore defines unauthorised expenditure as 
including the overspending of the total amount appropriated in the municipality’s approved 
budget. Had the municipality reported the overspending of the approved budget as required 
by section 125(2)(d) of the MFMA, unauthorised expenditure of R22 367 095 regarding the 
overspending of the operational budget, and R2 912 417 regarding the overspending of the 
capital budget would have been disclosed in the notes to the financial statements. 
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Material losses 


39. The municipality did not disclose material losses for water and electricity as required by 
section 125(2)(d) of the MFMA, due to insufficient capacity and capability to measure the 
losses. Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myseif as to the compieteness of water and electricity losses. 

Cash flow statement 

40. Presentation of a cash flow statement, summarising the municipality’s operating, investing 
and financing activities is required by Standards of Generally Recognised Accounting 
Practice, GRAP 2, Cash flow statements. Included in cash generated from operating 
activities on the statement of cash flows are cash receipts from ratepayers, government and 
others of R72 812 657 (2009: R65 349 020) and cash paid to suppliers and employees of 
R82 014 437 (2009: R79 751 592). The municipality incorrectly calculated cash receipts 
from ratepayers, government and others and cash paid to suppliers and employees. Had 
the cash flows from operating activities been correctly calculated, cash receipts from 
ratepayers, government and others would be stated at R73 455 813 (2009: R65 246 986), 
and cash paid to suppliers and employees would be stated at R63 254 033 (2009: 
R50 844 414). 

41. As disclosed in note 30 to the financial statements the corresponding figure for cash 
generated from operations of R14 402 572 includes an increase in trade payables of 
R8 310 929 and VAT payable of Rnil. No supporting calculations for these disclosures were 
provided. Consequently I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy of the cash flow statement. 

Adverse opinion 

42. In my opinion, because of the significance of the matters described in the Basis for adverse 
opinion paragraphs, the financial statements do not present fairly the financial position of 
the Kannaiand Municipality as at 30 June 2010 and its financial performance and its cash 
flows for the year then ended in accordance with SA Standards of GRAP and in the manner 
required by the MFMA and DoRA. 

Emphasis of matter 

i draw attention to the matter below. My opinion is not modified in respect of this matter: 

Restatement of corresponding figures 

43. As disclosed in note 32 to the financial statements, the corresponding figures for 
30 June 2009 has been restated as a result of errors discovered during 2010 in the 
financial statements of the Kannaiand Municipality at, and for the year ended, 
30 June 2009. 

Additional matter 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 
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Unaudited supplementary schedules 

44. The supplementary information set out on pages 33 to 38 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

45. In terms of the PAA of South Africa and General notice 1570 of 2009, issued In Government 
Gazette No. 32758 of 27 November 2009 I include below my findings on the report on 
predetermined objectives, compliance with the following laws and regulations: MFMA, Local 
Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and 
financial management (internal control). 

Predetermined objectives 

46. Material findings on the report on predetermined objectives, as set out on pages XX to XX 
are reported below: 

Non-compliance with regulatory and reporting requirements 

MFMA and MSA 

Inadequate content of integrated development plan 

47. The Kannaland Municipality’s integrated development plan does not include an adequate 
financial plan which includes a budget projection as required by section 26(h) of the MSA, 
indicate the financial resources that are available for capital project developments and 
operational expenditure and includes a financial strategy that defines sound financial 
management and expenditure control and means of increasing revenues and external 
funding for the municipality as required by the MSA. 

Lack of adoption or impiementation of a performance management system 

48. Although the Kannaland Municipality has a performance management system, its 
framework is not implemented effectively in that it describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
the roles of the different role players, as required in terms of section 36. 38 and 41 (2) of the 
MSA, and regulations 7 and 8 of the MPPMR. 
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Submission of annual performance report 

49. The Kannaiand Municipality did not prepare and submit for audit an annual performance 
report as required by section 46 of the MSA, and section 121(3)(c) of the MFMA. 

Compliance with laws and regulations 

Internal audit function not established 

50. Contrary to the requirements of section 165 of the MFMA the Kannaiand Municipality does 
not have an internal audit function established at the municipality 

Fraud prevention plan not implemented 

51. Contrary to the requirements of section 62 of the MFMA the Kannaiand Municipality does 
not have a fraud prevention plan documented and used which increases the risk of fraud 
not being prevented and detected at the municipality. 

Functioning of the performance audit committee 

52. The performance audit committee did not as required by regulations 14(3) and (4) of the 
MPPMR: 

® meet at least twice during the financial year; 

• review the Kannaiand Municipality’s performance management system and make 
recommendations in this regard to the council of the Kannaiand Municipality: 
o submit an auditor’s report to the Kannaiand Municipality’s council regarding the 
performance management system at least twice during the financial year. 

Irregular expenditure 

53. As reported in paragraph 37, the Kannaiand Municipality incurred expenditure not in 
accordance with the requirements of the MFMA resulting in irregular expenditure. 

Unauthorised expenditure 

54. As reported in paragraph 38, the Kannaiand Municipality incurred expenditure not in 
accordance with the requirements of the MFMA resulting in unauthorised expenditure. 

Other compulsory disclosures 

55. The financial statements did not include the compulsory disclosures relating pension and 
medical aid contributions as required by section 125(1)(c) of the MFMA. 
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INTERNAL CONTROL 


56. 1 considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives and compliance with the MFMA, DoRA and MSA but not for the 
purposes of expressing an opinion on the effectiveness of internal control. The matters 
reported below are limited to the deficiencies identified during the audit. 

Leadership 

57. Those responsible for overseeing financial reporting, and internal control processes did not 
exercise adequate oversight responsibility over these processes and in addition did not 
perform a proper review of the financial statements prior to submission for audit resulting in 
fundamental errors not being identified and corrected in the financial statement disclosures. 
Policies and procedures of expectations from staff members were furthermore not 
sufficiently communicated while work performed by staff is not adequately reviewed. 
Although job descriptions are available for all positions at the municipality it was not 
appropriately implemented. Furthermore in addition to staff not being guided in the 
execution of their responsibilities, their outcomes are also not monitored and evaluated for 
proper carrying out thereof. The inability to appoint competently skilled individuals in critical 
positions in the finance unit furthermore hindered the establishment of an effective internal 
control environment resulting in an over reliance on consultants by the municipality to 
facilitate the preparation of its financial records. This over reliance on the outputs by 
consultants regarding the preparation of the municipality’s financial statements without 
interrogating and monitoring such outputs against initially set objectives added to the 
deficiencies identified in the financial statement disclosures. 

58. Those responsible for overseeing compliance with the municipalities supply chain 
management policy did not exercise sufficient oversight to prevent irregular and wasteful 
and unauthorised expenditure. 

59. Those responsible for the implementation of a financial management improvement plan to 
address external audit findings and to take actions to mitigate risks and address the 
fundamental internal control deficiencies at the municipality are not following through with 
appropriate action to address these inherent weaknesses resulting in a repeat of prior year 
audit findings in the current year. 

60. Those responsible for establishing an internal audit function in terms of section 165 of the 
MFMA did not take sufficient action to establish such a function resulting in a weakened 
internal control environment. 

61 . Those responsible for responsible for implementing appropriate systems to monitor reporting 
on predetermined objectives and service delivery did not ensure that the performance 
management systems implemented operate effectively and is regularly monitored and 
reported on as required by the MSA resulting in the municipality not submitting an annual 
performance report for audit. 
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Financial and performance management 

62. Management and staff do not fulfil their duties and responsibilities resulting from the lack of 
leadership oversight mentioned above. Consequently the monitoring of the key financial 
disciplines in relation to daily transacting, record keeping, monitoring the key controls in 
relation to the daily recording and processing of those transactions and the timeiy 
performance and review of critical reconciliations in relation to those transactions which 
results in accurate reporting thereof, did not occur. Furthermore the finance unit lacks 
adequate, critical financial management, accounting s and performance management skills 
This impacts the municipality’s ability to account for transactions accurately, timeously and 
completely resulting in unreliable, inaccurate and incomplete financial records causing the 
adverse audit opinion as well as pervasive material misstatements corrected. It furthermore 
impacts the municipality’s ability to accurately measure performance and to accordingly 
report thereon as required by the MSA. 

Governance 

63. The influence of the audit committee has not been adequate in monitoring the progress 
achieved in relation to the municipality’s action plan during the course of the year. The 
financial statements submitted for audit were furthermore not subject to adequate review by 
the audit committee, causing It to be subject to material change. 

64. The municipality furthermore lacked an established internal audit unit, consequently the 
adequacy and implementation of internal controls has not been evaluated further weakening 
the internal control environment. 

65. The municipality does not have a fraud prevention plan documented and used as required 
by section 62 of the MFMA which In addition increases the risk of fraud not being prevented 
and detected. 


A 


Cape Town ^ 

30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Audiling !o build public confidence 
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